
Find your hidden profits: A step-by-step guide to PorterÂ´s Value Chain Analysis

Description

Donâ??t just compete, dominate. Learn how to use Porterâ??s classic strategy tool to find
your competitive advantage, increase efficiency, and boost your profit margins.

This guide breaks down Porterâ??s Value Chain Analysis into a simple, actionable process.
Youâ??ll learn what the model is, how to analyze your businessâ??s primary and support
activities, and how to use your findings to gain a powerful competitive advantage.

Introduction: Where Is Value Created?

In a competitive market, why do some companies thrive while others just survive? The
winners are those who deeply understand where they create value for their customers and
then do it better and more efficiently than anyone else. This is the core idea behind one of
the most powerful tools in business strategy: Porterâ??s Value Chain Analysis.

The impact of optimizing a companyâ??s â??value chainâ?• is enormous:

Companies with highly efficient supply chains (a key part of the value chain) have
profit margins that are, on average, 40% higher than those of their less efficient
competitors. (Source: McKinsey & Company)
A study on operational excellence found that top-performing companies reduce their
â??cost of qualityâ?• by as much as 30% by optimizing their internal processes.
(Source: Boston Consulting Group)
According to Michael Porter himself in his groundbreaking book, Competitive
Advantage, a true advantage is found not in looking at a company as a whole, but in
breaking it down into its distinct, value-creating activities.

This guide will show you exactly how to do that.

What is Value Chain Analysis? (A Simple Explanation)
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Developed by Harvard Business School professor Michael Porter in his 1985 book
Competitive Advantage, the Value Chain model is a way to visualize all the activities a
business performs to create a product or service.

Instead of seeing your company as a single entity, you see it as a chain of activities, each
one adding a â??linkâ?• of value for the customer. The analysis helps you identify which of
these activities are the most critical for creating value and where you can make
improvements to either lower your costs or differentiate yourself from the competition.

The model is broken down into two types of activities: Primary and Support.

Part 1: The Primary Activities (The Engine of Your Business)

These are the five core activities directly involved in the creation, sale, and delivery of your
product or service.

1. Inbound Logistics

This includes everything related to receiving, storing, and managing your raw materials and
inventory. For an e-commerce company, this is how you manage the products you buy from
your suppliers. For a SaaS company, itâ??s the code and software components you use.

2. Operations

This is where you transform your inputs into the final product. For a manufacturing company,
this is the factory floor. For a restaurant, itâ??s the kitchen. For a consulting firm, itâ??s the
process of developing your client deliverables.

3. Outbound Logistics

This encompasses all the activities necessary to deliver your finished product to your
customers. It includes things like warehousing, order fulfillment, shipping, and distribution. A
company like Amazon has built a massive competitive advantage by mastering its outbound
logistics.

4. Marketing and Sales

This is how you persuade customers to purchase your product. These activities include your
branding, advertising, pricing strategies, and the sales channels you use. As Philip Kotler
teaches, this is a critical link in the chain for communicating your value proposition.

5. Service

This includes all the activities that enhance or maintain the value of your product after itâ??s
sold. This can be customer support, installation, training, repairs, and warranty services.
Excellent post-sale service can be a powerful differentiator.
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Part 2: The Support Activities (The Foundation)

These are the four activities that provide the infrastructure to support the Primary Activities.
They are often seen as â??overhead,â?• but they are essential for efficiency and success.

6. Firm Infrastructure

This is the companyâ??s support system, including general management, planning, finance,
accounting, and legal. A well-organized infrastructure (as described by Henry Mintzberg)
allows the entire value chain to run smoothly.

7. Human Resource Management

This involves all activities related to recruiting, hiring, training, and compensating your
employees. Having the right people in the right roles is critical for every single primary
activity.

8. Technology Development

This includes research and development (R&D), process automation, and the technology
used to support the product. In the modern era, technology is often the biggest source of
competitive advantage, from a proprietary algorithm to an ultra-efficient factory robot.

9. Procurement
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This is the function of purchasing the inputs used in the firmâ??s value chain, not the inputs
themselves. This includes finding vendors and negotiating the best prices for everything from
raw materials to office supplies and machinery.

How to Apply the Value Chain Analysis: A 3-Step Guide

1. Identify Your Subactivities: For each of the nine categories, list the specific activities
your business performs. For example, under â??Marketing and Sales,â?• you might list
â??Content Marketing,â?• â??PPC Advertising,â?• and â??CRM Management.â?•

2. Find Your Competitive Advantage: For each subactivity, ask yourself two key
questions:

Cost Advantage: Can we do this activity at a lower cost than our competitors? If
so, how? (e.g., cheaper raw materials, more efficient processes).
Differentiation Advantage: Can we do this activity in a unique way that adds
more value for our customers? If so, how? (e.g., exceptional customer service,
superior product design, faster delivery).

3. Create an Action Plan: Based on your analysis, identify the 2-3 most promising
opportunities to either cut costs or increase differentiation. Make these a strategic
priority for the next quarter.

Final Thoughts

Porterâ??s Value Chain Analysis is more than just an academic theory; itâ??s a practical
roadmap for creating a sustainable competitive advantage. By breaking your business down
into its core activities, you can move beyond guesswork and start making strategic decisions
that truly impact your bottom line.

It forces you to answer the most important question in business: â??Where do we create the
most value, and how can we do it better than anyone else?â?•

Ready to build a strategic plan based on your unique advantages? Start by using our
professional Business Plan Template to document your strategy and create a clear path
forward.

Frequently Asked Questions (FAQs)

Is the Value Chain model still relevant today?
Yes, absolutely. While the specific activities have changed (e.g., â??Inbound
Logisticsâ?• for a software company is different from that for a car factory), the core
principle of breaking down a business into its value-creating activities is more relevant
than ever.
Whatâ??s the difference between a value chain and a supply chain?
A supply chain is the process of moving a product from the supplier to the customer.
The value chain is a broader concept that includes all the activities a business does to
create value, including internal processes like HR, marketing, and technology
development.
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How often should I do a value chain analysis?
Itâ??s a good practice to conduct a value chain analysis annually as part of your
strategic planning process, or whenever you are facing a significant new competitive
threat.
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